
pric. .l.sticity of the d....nd for goods:

share of labor co.ts in total co.t in s.ctor 1 :

shar. of labor co.ts in total co.t in s.ctor 2:

initial fraction of labor 'lIploy.d in ••ctor 2:

To g.t quantitative r.sults from the mod.l, w, ~t provide certain inputs to the

IDod.l. Using th... inputs. the lIlath.llatical macroeconollic model is solv.d

num.rically using a FORTRAN program writt.n sp.cifically for this model. In our

b.s.lin. calculation w. us. the following values for the major inputs to the

mod.l:

Ba•• lin. P.rameters

1. 50

0.64

0.64

0.32

dir.ct impact of SFAS 106 on labor co.t. in ••ctor 2: 0.03

l.bor .upply .l.sticiey 0.00

Th. pric••lalticiey of d.lIAnd of 1.5 i. probably too high, but it wa. chos.n

b.c.us••xp.rim.ntation with the mod.l indicat.d that the illpact of SFAS 106 on

the GNP-PI incr••••• wh.n the pric••1.lticiey of d.lIAnd incr••••I. Thus. using

& v.lue of 1.5 IIOlt lik.ly ov.r.tat•• the imp.ct on the GNP-PI.

Th. share of l.bor cOlt in total COlt in .ach s.ctor W,I I.t .qual to 0.64 to

m.tch the .ctual share of l.bor cost in total GNP in the Unit.d States.

The v.lu. of 0.32 for the fraction of l.bor employ.d in s.ctor 2 was cho••n to

match the fraction of U.S. priv.t. s.ctor .mploy••• cov.r.d by SFAS 106. Th.

macro.conollic IIOd.l il int.nded .1 • IIOd.l of the private s.ctor, so the ah.r.

of priv.t. I.etor .mplo,..nt cov.r.d by SFAS 106 is us.d for the fr.ction of

employment in ••ctor 2.

The value of 3' for the dir.ct illp.ct of SFAS 106 on labor COlts il indicativ.

of the illp.ct of SFAS 106 on thol' .mploy.rs who provide po.t-retirem.nt ..dic.l

b.n.fits .nd W.I cho••n to ..intain consilt.ncy b.ew••n TELCO SFAS 106 cOltl .nd
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those al.u..d for all oth.r employers who will incur SFAS 106 co.ts.

Sp.cifically this value was dev.lop.d by multiplying TELCO'. incr.a•• in labor

costs due to SFAS 106 by all of the adjustm.nts .xc.pt for the Non-Cov.red

tmployees Adjustm.nt and the Labor Cost Percentage Adjustm.nt.

Finally. the value of the labor supply elasticiey is ••t .qual to zero.

Empirical studi.. of labor supply (swmaariud in Chapters 1 .nd 2 of the Handbook

of Labor Economics, North-Holland, 1986) typically find th.t in r ••pon•• to a

perm.n.nt r.duction in the wag. r.t. m.n will tend to incr.a•• ch.ir l.bor supply

and women t.nd to r.duc. th.ir l.bor supply. That i., th••• studi•• typically

find a n.g.tive labor supply ela.ticity for m.n and a po.itive labor supply

elasticity for wom.n. Th. model us•• a value of the .&lr••• ,. labor supply

elasticity I which m.a.ur.. ch. rupona. of allreS.t. labor .upply (..n plus

wom.n) to chang.. in the val. rate. Th. aur.Sate labor .upply .luticiey 11 an

average of the n.gativ. labor .upply ela.ticiey of ..n and ch. po.itiv. labor

supply ala.ticiey of vo..n. It i. eypically found to b. clo•• to z.ro, or .v.n

slight:ly n.gativ. (.urvey of uncollpenaat.d wale el..ticitiu .~rized in

Table 3.5 of Mark a. Killingsvorth, Labor Supply. C.-bridge Univer.iey Pr••••

1983). aecause the iapact of SFAS 106 on the GNP-PI i. l.rger for high.r labor

supply elasticiti... we ••t che labor supply ela.ticiey .qual to zero rach.r chan

slightly negative to guard as.inat under.t.ting the t.p.ct on ch. GNP-PI.

Using the v.lues li.t.d above in our b•••lin. c.lcul.tion l ••ds to .n incr....

of 0.0138. in the private ••ctor price ind.x. For ca.p.rl.on, the b.ck-of-th.

envelop. calculation for chi. ca•• l ••ds to an incr.... of 0.614' in the pric.

ind.x. It is us.ful to define the ·p...chrough co.fficient- •• the increu. in

the price index accordinl to che mod.l divid.d by the back-of-th.-.nv.lop. pric.

incre•••. In chb c... che p•••chrouch co.ffici.nt i. 0.0225 (0.013" + 0.614'),

which indic.t.. ehat the incr.... in the private .ector price index i. only

0.0225 ti..... lars. a. indic.ted by che b.ck-of-che-.nvelope c.lcul.tion.

Sector. land 2 tosech.r ca.pri•• che private ••ctor. Th. macro.conomic model

tre.es the sov.rt1IHnt ••ctor •••n indep.ndent ••ctor vich .lIploYlHnt .nd outPut

determined independently of the priv.te s.ctor. Th••ff.ct of SFAS 106 on the

GNP-PI .quals the .h.re of gov.mlNnt sector value added in GNP (10.6')
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multipli.d by the imp.ct on governm.nt s.ctor pric•• plua the sh.re of priv.te

sector v.lue .dded in GNP (89.4\) multipli.d by the lncr•••• in prlv.te ••ctor

prices. hc.uae the gov.rnlHnt is not .ubj .ct to SFAS 106. the imp.ct on

governm.nt ••ctor pric•• i. zero. Ther.for., the imp.ct on the GNP·PI i. 89.4'

of the impact on the priv.te .ector pric. ind.x. Thua the b.ck·of-the-envelope

calculation yi.lds a 0.549' (0.894 x 0.614') incr•••• in the GNP-PI. And the

baseline c.lcul.tion indic.t•• th.t the GNP-PI vill incr•••• by only 0.0124'

(0.894 x 0.0138'). Th. p.ssthrough co.ffici.nt for the GNP·PI is 0.0225 vhich

is identical to the passthrough co.ffici.nt for the private .ector price index.

The conclusion from the b.s.lin. c.lculation i. very .tronl: Th. igp.ct of

SFAS 106 on ;h. GNP·PI i. only a ;inv fr.c;ion of ;he lIOunt indic.t.d by the

back·of-the-.nytlope calcul.;ioD.

' ••ultinl Iwpace of SlAS 106 on TELCO '.la,i!, to 1,. OTwrall lIpace on ,he QIl-

n

To calculate the re.ultinl r.lativ. t.p.ct of SFAS 106 on the GNP·PI c08p.r.d to

TELCO. ve r.tum to the c.lcul.tlon of the Labor co.t Perc.nt.le Adjuac.ant.

Thi. w•• b•••d on the ...u.ption that all .dditional co.ts "'ill b. p....d throulh

complecaly into pric.. (and into the GNP·PI) .nd we -.a.lt nov ch.nle that

assumption to r.fl.ct the output of our macro.conoa1c modal.

Th. mod.l indic.t•• th.t the GNP·PI vill incr•••• by 0.0124\.

Lookinl fir.t only .t the direct .ff.ct of SFAS 106 on TELCO. v. find that the

incn••• in TELCO'. direct l.bor co.es is 6.295'. Thua TELCO'. COIU will

incr•••• :

by 6.295\ of 38.5. of 74.3' of output

(i .•.• by 6.2951 of eb. p.rcent of output

r.pr.lene.d by TELCO', l.bor cOlel)

- 1.8027\ of output

Thua the GNP-PI vould reflect only 0.0124 + 1.8027 or 0.69\ of the .dditional

direct co.t. incurr.d by TELCO due to SFAS 106.
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Addition.l ".crR.conoRie Eff,ets of SEAS 106

In addition to the r ••ult r.port.d Ibov, our m.cro,conoaic mod.l indicat.s thlt.

in r ••po~. to the impact of SEAS 106, the wal' rac. in th. national .conomy

could .v.neually fall in r.lativ. t.rms by 0.926. (i .•. , r.lative to what it

would hlv, blln in the Ib••nce of SEAS 106) To th••xt.nt that TELCO could also

benefit froa I relative reduction in its Wig., this could h,lp to offset the

increls. in its costs due to SEAS 106. If TELCO w.r. able to achieve the full

reduction of 0.926. the eff.ct may b. calculat.d a••xpl.in.d b.low.

SEAS 106 incr••••s TELCO's dir.ct l.bor co.c. by

If th. national w'I' r.t. i., in f.ct, r.duc.d

TELCO'. dir.ct l.bor co.t••r. r.duc.d by

Th. n.t incre••• in TELCO'. direct labor co.e. 11

Thus TELCO'. ov.r.ll co.t. would incr••••

by 5.369\ of 38.5' of 74.3 of output

in r ••p.ct of it. own labor co.t.,

(i .•.. by 5.3691 of th. p.rcent of output

repr•••nt.d by TELCO's labor costs)

by 0.0124' of 25.7' of output

in r.sp.ct of 1t••uppli.rs· pric.s

(i.e., by .01241 of th. purcha.ed inputs

us.d by TELCO)

for • tot.l incr.... of
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6.295'

5.369'

1.5375. of output

OQ32t of output

1,5406' of output
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Thus if TELCO could benefit from a relative wage reduction of .926\. its overall

cosu would increase by 1.5406' of output instead of the 1.80271 of output

calculated earlier. This indicates that macroeconomic effects. including a

possible reduction in TELCO's wage rate could finance a percentage of its

additional SFAS 106 co.t, calculated to be

(1.8027 1.5406) + 1 8027 14.53'

Thus the combined effect of the impact of SFAS 106 on the GNP-PI (0.7') and on

other macroeconomic variable. includinc the wace rate (14.5') would still leave

84.S\ of TELCO's additional SFAS 106 co.ts unrecovered.
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IV, SENSITIVITY OF RESULTS

lJhile we h.ve .tte.-pted to c.lcul.te the results outlined previously in ..

accurate. manner .s po.sible. it should be obvious th.t many of the results .re

subject to v.ri.bility due to either the uncert.inty of the underlying data or

the need to lI.ke sOlie .ssumptions .bout future or unknown f.ctors. In this

section we discuss the sensitivity of e.ch of the preViously derived values and

of the allregate result to reason.ble variation in undarlying data and/or

assumptions.

The IL! Ka;hodolol!

Initi.l C.lculation of GNP BLI And TELCO BLI: In c.lcul.tin. GNP BLI .nd TELCO

BLI there ware ewo areas of uncertainty th.t we analyzed. With respect to the

calculation of GNP BLI w. utilized average BLIs by industry .nd then utilized

industry waightin.s d.riv.d froll the GAO surv.y to derive • final GNP BLI. H.d

we. in.t.ed. utilizad .n a.lr.g.te •.-ploye. w.ighted .vare.e besed on our data

base only w. would h.ve derivad GNP BLI as .2613 i~tead of .2568. Thi. would

have resulted in increa.inl the r.lativ. i~act of SFAS 106 on GNP co.-p.red to

TELCO froll 28.3' to 28.". With r ••pect to the calcul.tion of TELCO BLI. the

greatest area of uncart.inty aro.e in daciding how to waight the various pl.ns

sponsored by e.ch Price C.p LEC. We decided to weight thall b••ed on esployee

counts. We believe this w.s a co~erv.tive .ppro.ch bec.use in our data b.s.

only one set of pl.n provisions is lI.int.ined for ••ch .~loyer. If w...IUIIe

th.t where an e~loyer has 1I0r. th.n on. pl.n it is tha 1IOr. ganarous pl.n which

is reported in the data b•••• than it would be .ppropriata to utiliza 2nlx the

~ore generous pl~ in c.lcul.ting the TELCO BLI. If wa had taken this appro.ch

it would have r.duced the rel.tiv. imp.ct of SFAS 106 on GNP comp.red to TELCO

from 28.3' to 27.7\.

Demographic Adjustment . W••djusted for the f.ct that TELCO will utilize lover

rat.s of turnov.r than those used by other e~loyers in det.rmining SFAS 106

costs. It is h.rd to argue that the .... pr.-r.tir.lIant withdrawal aSlu.ption

should be .ade becaus. TELCO's d••ographici ar. tha..alva. tha re.ult of lover
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turnover rae•• actually experienc.d by TELCO. Howev.r, if w. w.re to .ssum. the

sam. withdrawal patee~ for both TELCO and GNP (while ret.ining the different

demogr.phic.). the r.l.tive imp.ct of SFAS 106 on GNP comp.red to TELCO would

incre••• fro. 28.3' to 34.6'.

The adjustm.nt due to ••• and past service difference. r.lie. on demographic data

prOVided by the ••p.rate Price C.p LECs and aver•••d ineo • single compo.ite

TELCO cen.us h.vin••n .ver.ge .g. of 41.6 with .v.r••• pa.t ••rvice of 16.6

years. If w. were to r.duce the age .nd ••rvic. to 40.6 .nd 15.6 resp.ctively,

the rel.tive imp.ct of SFAS 106 on GNP comp.r.d to TELCO would increase from

28.3\ to 29.7\.

A d.gree of unc.rtainey is .110 pr...nt in our adju.8t:IMnt due to ••rli.r

retirem.nt aaong TELCO .lIploy.... This unc.rtainey arts•• in ehe cl.teminat'1on

of a n.tional .v.ral' r.tir.aent ag••"UlIption. V. b.li.v. our us. of .Ie 63

w.s a con.erv.tiv. ."UlIption in that the liait.d data on the subj.ct

(G.rontolociit Vol. 28. No.4) s.... to indic.t•• national .ver••• r.tireaent

age b.ew.en 63.5 and 64. Furtheraor•. if •• exp.ct.d, 'lIployers in the GNP t.nd

to be .ggr••sive (i .•.. optiai.tic) in .etting .'.UlIptions for accruinl po.t

retir.m.nt liabiliey, it mieht •••• r.asonabl. to utilize .n ag. 64 ."UlIption.

If .n age 64 ."UlIption had b.en us.d the rel.tive illpact of SFAS 106 on GNP

comp.red to TELCO would have b••n r.duced fro. 28.3' to 25.6\.

Current Retir•• Adjustment - Th. calcul.tion of this adjus~.nt is pr.dicat.d on

an av.rag. cl.im r.t. p.r retir•• for the GNP of $1.802 and a ratio of retir•••

to covered .ctiv•• of .1726. Th. cl.im r.te w•• d.riv.d by taking the 1990 rate

of $1.514 a. reported in the H.witt As.ociates Survey of R.tire. M.dical 8.n.fit.

and incr.a.ing it by 19, for ••dic.l trend infl.tion. Th. ratio of retir••• to

cover.d .ctiv•• v•• deriv.d fro. the GAO study. Whil. w. b.li.v. 19\ to b••

re.li.tic "'UlIption for aedical inflation, v. recognize that the national

av.r••• could .ceually h.v. incr••••d by more. If w••••u.•• 25\ incr•••• in

the .v.r.le clai., to $1,892, .nd further ...u.e that the .ctual ratio of

r.tir••• to .ctiv•• h•• incr••••d to .2 (from .. 1726) the r.l.tiv. illp.ct of SFAS

106 on GNP cOllpared to TELCO would incr•••• from 28.3' to 29.2'.
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Also. inherent in this Adjuscment is the assumption that the de.ography of the

current TELCO retiree is identical to that of the GNP. In fact, this too is a

conse~ative as.umption because TELCO employees generally r.tir. at younler ale.

than the national average and thus the liabilities for TELCO will t.nd to be

higher on this account than for the retire.s in the national economy. If.

however, we were to assume that recir.es at TELCO were somewhat~ than those

in the GNP and hence generated SFAS 106 cost per $1 of r.tir.e claim cost that

was 10' less than that for the GNP. the relative impact of SFAS 106 on GNP

compared to TELCO would only incr•••• fro. 28.3\ to 28.8\.

Pre-fundin, AdJuscm.nr: - This .dju.tlHnt look.d .t the .ff.ct of TELCO' ••xisting

pre-funding of pOlt retir•••nt medic.l ben.fits •• co~ared with no pre·funding.

!y doing this w. mad. the co~.rv.tive •••u.ption thet th.r. i. no pre· funding

in the GNP. If we assume there i. pre· funding in the GNP to the extent that

assets equal to one y••rs claims have .ccu.ul.ted, .nd th.t .nnual contribut10na

to such funds _ount to claims plus 10\. the rel.tiv. illpact of SFAS 106 on GNP

compared to TELCO would reduce from 28.3\ to 26.2\.

Non-cover.d Employ••• AdJustm.nt - This .djustJMnt co.... from the GAO surv.y

which determin.d th.t 30.7 million priv.te sector .lIploy••• in the U.S .•y

eventually qualify to receive b.nefits under their employer's post-retir...nt

medical pl.n. According to the GAO this e.timate is subject to some s&llp11ng

error and could be •• high •• 37.5 .1ll10n or .s low •• 23.9 .ill10n. At the

extrem.. this would c.us. the rel.tive imp.ct of SFAS 106 on GNP cOllpared to

TELCO to v.ry fro. 22.4\ to 34.1\ •• cOIlp.red to our d.termination of 28.3\.

Per Unir: Labor Cost Adjustment - In c.lcul.ting Per Unit Labor Co.t Adjusca.nt,

alloc.ted co~e~.tion .nd he.dcount were us.d. No ••~itivity .naly.i. 101••

performed on thi. Adju.cm.nt because of the v.lidity of the dat. u••d .nd the

str.ightforw.rd nature of the c.lculation

z....bor Co.t Percenta,e Adjustment - In calcul.ting the Labor Co.t P.rcentag.

Adjustm.nt we •••UII.d th.t TELCO'. suppli.rs w.n 11ke the .ver.ge cOllpany 1n the

GNP. In p.rticul.r w••ssumed th.t their l.bor COlt. were 64.27. of ourput and

th.t their incr•••• in l.bor costs 101•• 13.60\ of the corr••ponding 1ncr•••• for
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TELCO. Had ve assumed ehae ehey had no incraase in labor costs due to SFAS 106

the r.laeive impact of SFAS 106 on GNP compared vith TELCO would have been 30.6\

inseead of 28.3': had we a••umed they would experience the same incr•••• due to

SFAS 106 •• TELCO the rel.tiv. imp.ct would h.v. be.n 19.3\ instead of 28.3\.

Ih.Macro.egngaic Mod.l

How robust is the conclusion dr.wn from the m.croeconoaic mod.l in Section III?

To .n.w.r this qu•• tion we h.v. examined the effect of v.rying ••ch of the

ba.eline p.rameter. th.t constitute th. aajor input. to the model.

~. indic.ted ••rli.r that v. beli.v. the prie. el••cieiey of de..nd of 1.5 is

prob.bly too high .nd thus guard. again.t underst.tin, the .ff.et on the GNP-PI.

Noneth.l••s we will show the effect of 1ncr••• ing th. value of this p.ramet.r to

3.

For th. .conoll)' •• • whole l.bor co.ta .re 64' of ouepuc .nd our b..eline

e.leul.tions a••UM that the ... is true in .ach of the evo .eetor. of our

m.cro.eonoaic model. To ce.t ••nsitiviey ve vill show th. results If, in e.ch

sector 1n cum, l.bor cosc. were •• low as 50' of oueput or .s hIgh .s 78' of

output.

~e used. fr.ction of l.bor .aploy.d in ••ctor 2 of 0.32. This w•• b•••d on the

same numbers froa the GAO .urvey •• wer. used for the Non-Cov.nd Employee.

Adjustment (30.7 8illion out of 95.8 million privatI seccor employ••s). As

indic.t.d on pa,e 36 the GAO calcul.ted that due to po••ibl. ..-pling error the

figur. of 30.7 8il110n could be •• high .. 37,5 million (39.1' of 95.8 million)

or 4S low •• 23.9 8illion (24.9\ of 95,8 million). W. will .how th. effect of

using fr.ctions of labor employ.d in ••ctor 2 of 0.24 .nd 0.40.
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As noted earlier. the direct impact of SFAS 106 on labor co.t. in .ector 2 wa.

taken to be +3t. The corre.~ondinl impact on TELCO labor co.t. i. +6.3t and the

baseline value of 3t is derived using the Adjustment factors in Section II as

6.3 x (3) x (4) x (5) x (6) x (8)

6.3 x .5850 x .5438 x 9287 x 1.313 x 1.3062

- l...ll

There is thus an a~pro~riau cons1luncy in the ba.e11ne value used for this

parameter. Nonethele•• we will .how the re.ults of varying thi. value over a

wide range (from 2t to 5t) while keeping the TELCO value constant at 6.3t.

Finally we will examine the sensitivity of our re.ult. to variations in the value

used for labor supply ela.ticity. tie believe, by .etting tha labor .upply

elasticity equal to zero rather than .lightly negative, eh&t already we have

guarded against undersuting the iJlpact on the GNP· PI . Konechele.. we will .bow

the effect of using po.itive value. of 0.1. 0.2. and 0.3 for che labor .~ly

ela.ticity .

The table that follow. .how. the re.ult. obtainad by chans!ns .ach of ~e 6

baseline parameters, one at a tt... In .ach of the row. of the tabl•• the value.

of 5 of the 6 input. to the model are the S&me a. in the ba.aline calculation

listed above. The input shown in the table is tha one input that 11 chansed from

the ba•• line calculation.
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Sensitivity Analysis

Effect
on GNP Pass through

Price Index Coefficient

Price elasticity of demand - 3 0.0227\ 0.041

Labor share in total cost, sector 1 0.50 0.0099\ 0.021

Labor share in total cost, sector 1 0.78 0.0145\ 0.023

Labor share in total cost, sector 2 - 0.50 0.0103' 0.020

Labor share in total cost, sector 2 - 0.78 0.0141\ 0.024

Fraction of labor employed in sector 2 - 0.24 0.0104\ 0.025

Fraction of labor employed in sector 2 - 0.40 0.0137' 0.020

Direct impact on labor costs in sector 2 - +2' 0.0056\ 0.015·

Direct impact on labor costs in sector 2 - +5\ 0.0336\ 0.037

Labor supply elascicity - 0.1 0.0642' 0.117

Labor supply elasticity - 0.2 0.1136' 0.205

Labor supply elasticity - 0.3 0.1579' 0.287
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The Oyer,ll ' ••ult.

~e have conclud.d that th. overall impact of SFAS 106 on the GNP-PI will refl.ct

only 0.7' of th. SFAS 106 co.t. incurred by TELCO. S.parat.ly we have calculat.d

that if TELCO w.r. able to b.n.fit from th••am. r.lativ. r.duction in its wag.

rate as will b••xp.rienc.d in the .conomy &I a whole this would financ. a

furth.r 14.5' of its additional SFAS 106 co.ts. 'nlh would leav. 84.8' of

TELCO's additional SFAS 106 co.t. to b. m.t fro. oth.r .ourc••. W. now show the

s.nsit1viey of th. ov.rall r ••ult. to the int.raction of the variability of the

BLI M.thodololY and the v.riability of the input. to the Macro.conomic Mod.l.

The b••• lin. input. to th. mod.l includ. th••••umption that th. dir.et impact

of SFAS 106 on l.bor co.t. in ••etor 2 i. +3'. W. have .hown the .ff.et on the

model of r.ducing this figure to +2' or iner.a.ing it to +5' wich oth.r input.

r•••ining unch.ng.d. Th. v.lu. of 3' (mor. pr.ei••ly 3.18t) eorr••ponda to a

SFAS 106 co.t Inert... Ratio of 28.3' (pag. 9). 'nl. v.lue. of 2' and St

corr••pond to co.t Iner•••• Ratio. of 17.8' .nd 44.5' r ••p.etiv.ly: w. b.li.v.

this r.ng. adequately .neollP..... the likely v.riationa in this r.tio. To

demonstrate the interactive .ff.et of possible v.ri.bil1ey w. h.v. produc.d three

sees of results, on. for ••eh of ch. valulS 2', 3' and 5'. Th. follOWing

sch.dule show. for ••eh of th••• v.lu•• ch. r ••ults if .aeh of the och.r input.

is s.t at ch. b.s.lin. valu.s follow.d by ch. r ••ults if .aeh of the och.r input.

is v.ri.d .lon. •• indicat.d.
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PERCENTAGE Of TELCO'S ADDITIOIAL SfAS 106 COSTS:

(a) reflected in the GNP-PI,
(b) financed by potential reduction in relative wage rate and
(c) to be ~t fro. other sources

If Addition.l SFAS 106 cost of Aver.le E.ployer With SEAS 106 Liabilities il

Input to Kacro.coDgllc Ho4ll 2' 31 s,
1Al.L Io.ttl1ne~'Dt aL ln4lcatlldl .!Al ill .w. .!Al ill 1tl ill ill W

Baseline 0.3 9.9 ILl 0.7 14.5 I!L.1 1.9 23.4 1!Ll.

Price elasticity of de~nd - 3 0.6 9.6 ILl 1.3 14 _1 t!L.i 3.4 22.3 l!Ll.

Labor share In total cost, sector 1 - 0.50 0.2 9.5 !L1 0.6 13.9 ll...2 1.5 22.6 1.L.2

Labor share in total cost, sector 1 - 0.78 0.4 11.4 ILl 0.8 16.8 Il...! 22 27.2 ~

Labor share in total cost, sector 2 - 0.50 0.3 10.4 ILl 0.6 15.5 J.l.J 1.6 25.0 ll...!t

Labor share In total cost, sector 2 - 0.7e 0.4 8.6 2Wl 0.8 12.8 lL.!l 2.1 20.6 1L1

Fraction of labor e.ployed in sector 2 - 0.24 0.3 7.3 iL!1 0.6 10.9 IL2 1.6 17. S I!L2

Fraction of labor e.ployed In sector 2 - 0.40 0.3 12.4 J.Z....1 0.8 18.2 IL.il 2.1 29.4 iL2

Labor supply ela.ticity - 0.1 2.2 8.4 IL.! 3.6 12.3 I!L...l 6.6 19.9 .l1...2

Labor supply ela.ticity - 0.2 4.0 7.1 H.....i 6.2 10.4 J..l.ll 11.0 16.6 lL!!

Labor supply elasticity - 0.3 5.7 5.8 lL} 8.8 8.4 lL.! 1'> . 1 13.6 lL.1

~G(}J,,,,;,s _



Other fIC tOri

In performinc this analysis there were two factors that simply could not be

quantified due to lack of any relevant data. fir.t of all a. can be seen from

Appendix A, our data ba•• from which the GNP BLI wa. calculated included almo.t

no employees working for employers with fewer than 500 employees. ~e believe

that this tends to overstate the GNP BLI, because such limited data as exists

suggests that the s..ller the employer the less generoUl the benefits, but we

cannot make a definitive state.ent to that effect. Secondly our analysis only

incorporated the impact of SfAS 106 with respect to -.ployer spon.ored po.t

retirement medical plan•. SFAS 106 al.o applie. to Life and Dental plans a. well

as certain other mi.cellaneous benefit. (e.g .••ub.idized telephone rate. for

retiree.). A. noted. there i ••imply no acce••ible data on the prevalence and

magnitude of the.e plans in the GNP. We can, however, ..ke cwo relevant

observations:

In general. po.t-retire.ent ..dical plans generace far greater SFAS 106

co.t than pOlt-retire.ent life, dental and other pl~.

• If an employer doe. not .ponsor a pOlt-retire..nt ..dical plan it is allloit

cercain that it doel not provide any other pOlt-retire..nt benefit coverace

(other than pension).

Based on the above and the fact that only 26.S' of employee. nationally will Cet

post- retirement .edical benefits subject to SFAS 106. we conclude that tha

inclusion of Life, Dencal, and other non-pension benefit. in the analy.i. had

such data been available would not have had a material impact on the result•.

-42-

-----------~--



Conclu.1qn

Remembering that at each stage of our calculation proce•• we have .ought. when

faced with. choice. to adopt a conservative stance and reviewing the results of

this sensitivity analysis, we feel confident that our conclu.ions represent a

reasonably accurate reflection of what is likely to happen in practice.

·43·
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V. APPENDIX A . SUMMARY OF DATA

The tabl.s, charts, and graphs on the folloWing pag.s s~rize the data utilized

in this analysis. Included are the folloWing:

Summary of Godwins Company Data Sa••.

o Summary of SLI calculations.

Comparison of TELCO and the GNP with respect to Oeaographic, Economic, and

Actuarial factor•.

Summary of GAO findings on National Prevalence of Post-Retire.ent Medical

Plans.

-44-
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I. c. 'M ... PJM·•••• Mp6" "":

UNITED SfATES TEI..EPIIONE ASSOCIATION
POST-RETIREMENT HEALTH CARE STUDY

SUMMARY OF GODWINS DATA BASE

Acti"e U"u: I· J4 J5· " 1.·4ft see. T....

,cos ,as ,cos , u.s ,COS 'us ,COS , E£S ,COS , u.s

w-.A ....,.. 0 0 2 US J) ',09S 411 11,124.4'6 ..... 11.129,_
C 1 nia. 0 0 0 0 0 0 6 94,") , M,It)
T......UII.. 0 0 0 0 0 0 11 I,41UI9 71 1.4n.SIt..... 0 0 0 0 I .., JO 1.11)," 11 1,......,4.....,...,. 0 0 2 lIS I:J 4.071 201 ),''''.'26 122 1.'....11'
c~Se",. 0 0 I SO ) 1,002 41 119.)SO 41 110,402

~AL 0 0 S JOG 30 IO,J60 19S 11.900,61) no 11.'1 I,H)

---~ ~

Adhoe Uve.: 1- J4 25 -" .•. .." •• T....

,COS , us ,COS , Et:S ,COS , us ,COS ,US 'cos , F.£S

...... A ....'. 6 6) II 614 2J ',217 " 1t).4I) IU 199,441
c: .... I , 0 0 I 160 , n,n) 1 1].J22
T.....nuh' I It 0 0 ,

I ••' I:J 71,))2 It 11,416.... 0 0 0 0 J 160 n .' 4SJ,S10 II 4'4,270,....,.,... 0 0 2 " ) 140 21 161.205 )J 169,010
c_Sav. ) J6 I JO 6 I.lt' 2t 4I4.,n ), "16,01l

~.u. II 121 14 JOt 40 9._ 116 2.IOO.U' 241 2,110,411
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UNITED STATES TELEPIIONE ASSOCIATION

Posi-Reliremeni Heallh Care Siudy
Summary of BUs

Based on Godwins' Database

Averale DLI Wellh'eeI by Nu..... of Employees

......n Pre Ale 65 Pvst"a65 Nu. or C..... No. Q( EeaaIo'C!D

"IOc....ure. Mini.,.
M_rllClure A Wholesale 0.1232 0.2340 446 11.129.616
T....

COIIIltruciion 0.1151 0.0604 6 9....93

Tf'MIIJOdatioD A U.il"iea 0.1914 0.264) 7. 1,472,5'9

Reuil TrD 0.4730 0.0601 JI 1.884.0S"

FiMnce A InsurMC:e 0.6121 0.1926 222 3.5"9.719

C......... Scrvicel 0.5711 0.1261 41 780,402

forAL 0.'"1 0.2060 110 18.911.:J4J I
DarnS-
1-24 Employees

15-99 Employees

100-499 Employee.

Pre Ace 65

0.4850

0.6482

.... ""65

0.1416

0.1181

No. gf fnms'm

o

s

lO

No. or Employ.

o

lOO

10,360

~+ EmpIoyOCl 0.6881 0.2060 795 18,900.681

EOTAL 0.6111 0.2060 no 18.911.14J I
-46- ....GoJU'ins _



UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health Care Study
Comparison of TELCO Demographic and Economic Structures

and Actuarial Basis to National Averages

Demomphjc

Total Active Employ_

Active Employ_ covered by Reci,.
Medical Plaas subject to SFAS 106

Retirees covered by Medical PlIaI

Averare Are of ACbYel

Avera,e Service of ActiYei

Ecogoplk

TELCO

613.193

613.193

294.482

41.6

16.6

Emplgyers in GNP

30.700.0001

5.300.()()()l

31.22

1.5)

CompeasariOD Per~

Averare Clu per ReIiJw

lAbor Cost IS • " of Value Added

VaJue Added IS. " of Output

Accumula1ed VEBA ...

Annual VEBA coatribubou illU~
of cla1ms

Actuarial

$31.533 129.500"

S3,075 SI.I02'

31.5"- 64.3"·

74.3"- 100"

S1.251.8 millioa N/A

300.3 millioa N/A

~-Retiremeat TIU1lOYer

Retirement Are

1991 SFAS 106 ex.,..

T-2'

Tabl.'

$2.693.1 mi1lioa

T-61

63'

N/A

1. Source· U.S. G--.J Aroclc'-.cilc~
2. Source· U.S. ~. of 1MIor, __ of 1MIor S-.a
3. Source - U.S. B.- of" c.. c.arr. PopuI"ioD bporu
4. Source· U.S.~ of ec....... a.- of&cao.ic Aaalytil Surwy of eun.tB~
s. Source - 1990 ReMit AAIOciew s..,.,. of ReIiJw Medical B.efits brouJbl forward to 1991 with 19" tnDd
6. Source· 1990 ARMIS 43-02'. far Price ClIp LECI
7. See tabl. CD~ ... far .... dMIiI
II. Source· Midpoia& of StIBdIrd T.... 1IIId isl .-.oy Ie c.-s Actaarial Pnccice

Source • The~ Vol. 21 No.4
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UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health Care Study

TELCO Retirement Rates

Rate of Retirement

55-61
62
63
64
65

66-69
70

9.54"
25.00"
10.00"
10.00"
67.00"
10.00"

100.00'5

Comparison of TELCO Turnover Bates vs, -Standard- BaleS

ProbabilitY of RemaiN". in ServiCC Until AU SS

CyamtA"

30

35

40

4S

so

.743

.173

,951

,995

1.000

TELCO
~

.50s

.650

.811

,935

.992.

GNP

I='

.250

,363

,S10

.617

.171

I:11

,013

,041

,141

,344

1. Studard Tabl. iD uarill" from T-t (1DOIl~ve) throup T-II 0- couerva&ive). T~ iepa_1I mld-poiDt
of t'IIl...

2. TELCO utiliz. CUIIOmizecl UlWllpCioa IDOIl elc.ly IpprOxi_tecI by T·2.

3. SupportiD. evi-.ce for low iDcid8ace of QImoYer It m.CO relative to DlliCllll1av...... CIa be .. by tbe hiP.
Ivera...ad put service of TELCO employ.. relative to avera,. .,._ .mce of lWiaaal workiq popd·tim.
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UNITED SlATES TELEPHONE ASSOCIATION

Post·Retirement Health Care Study
Summary of Data on National Prevalence of

Post·Retirement Medical Benefit Plans
(Source • United States General Accounting Office)

Conred Employees* by Industry

~ Total Employ. ~ or Coyered

Indust" Total Employ. CO"nd EmpioUM Who An CO"nd Employ. in IndustJ

A,neult'UR. MiDiDa.
MlDufal:t'UR " Whol._ 26.729.660 11.602.872 ..3.... 30.17~

Tt'de

Construe:t1OD 4.592.367 562.891 12.3. 1.46.

Tl"ID.Sp01Utioo " Utiliti. 11.674.827 8.153.209 75.8" 23.02.

Retail Tride 15.717.209 3.962,734 25.2. 10.31.

FiDaDce " 1DsuraDce 28.210.193 10."31,800 37.0. 27.13.

Coa.sumer Services 1,195.653 3.040.556 34.2" 7.9H'

{OTAL 95.119'- 31.454.062 40.1" 100.00"

Covered Employees* by Company Size

Company SiR

1-24 Employ..

2.5·99 Employees

500 + Employees

~OTAL

~ Total Emplo,e8
ToIIJ EmWgtw Ccmnd Employw WIll An Ccmnd

13.314.195 556.209 4.2"

12.713.231 1.663.938 13.1.

19.631,114 3.147.903 19.6"

50.091.299 32.316,012 6ot.7.

95.119.909 31.454,062 40.1"

~oICo""
EmpIo,.. by

C""StM

4.33.

-Covered Emplo,.. _ emplo,.. wIlD wort for COIIIpIIlieI wbicJllpCllllOr poIl•...w-t Ddic:a1 pllDl. n. GAO _me,. dial
oaJy 30.7 millioa of die 3'.5 IIIillioD covered emplo,..lCtUa11y CClU1d poe.tiaIly quilify to ..-v. covenp from~y spauored
.,1.... 'The ,.,.inin, 7.1 lDillioa emplo,.. ilp'-' tba. wortiq forac.~ JI'OUPI witlUn tbe COIIIpID)' (••1.• IUbiidiary
lhicb doeI DOt participl&t ill tbe compllly'. pia) or employ..wtIo 1ft COYwed by multi4llployw plana wbic:b an aat .mject to SfAS

106.
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

100

(Source = United States General Accounting Office)

~ Total EE's Who Are Covered by Industry

F Inenc. I Consum.r S.r "Ices
Insurence

76.8

o
Agrleullur•• Mining. Construcllon "ensporlallon' R.'e" Tred.

....nul.elur•• Whol.s.'. UlIlIlI.s
Tred.

80

80·

20

40

p - ::c=:. 0=== -<

~"d",,',,~
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(Source = United States General Accounting Office)
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7.9
Con.umer S.r ,,'ce.

30.1 AIr/cull ur•. Mining.
"'enu'ecl ur•• Whol ••el.

lred.

F Inence •
Insur.nce27.1

Aele" lr.de

Consl r ucllon

}) () f I " 1\ 0101 j Fr11ph Ip38S l>~ !r/1 iU,<.'/1 \
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans
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Un·ited States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

100

80
64.7

80

40

20
4.2

o -"VL--_

19.6
13.1

(Source;; United States General Accounting Office)

% Total EE's Covered by Company Size

1-24 Employees 25-99 Employees 100-499 Employees 500- Frnployees
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Poet-Retirement Medical Benefit Plans

84.2
500. Employ88s

~ 10.0 .
"",100-499 Employees

\

.4.3 25 -99 lmployees

1.4
1-24 Employees

------------
l{l (If i :11\ tIl t II I r Il1ploV(1t!,9 L'\' I -IIIIJI' ... /ll\ ,':/ (I

{Source ; UnJted States General Accounting Office}
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